The primary purpose of this study is to examine the relationship between financial literacy and business performance improvement of MSMEs in East Java Province. Data collection from a survey questionnaire of 399 respondents was used to examine the research model. Then, the research model was analysed primarily using logistic regression supported by SPSS V.20 Software. The results of the study show that bookkeeping literacy and budgeting literacy has been proven as the significant predictor of sales growth, profit growth and overall business performance of MSMEs. However, control variables such as gender, education, and experience do not give any critical role in the relationship between financial literacy and business performance improvement of MSMEs. Theoretically, this study proposed that increasing the level of financial literacy for MSMEs managers related to bookkeeping and budgeting skills can enhance the business performance of MSMEs. Practically, the results of the study can be used as a reference for increasing the level of financial literacy for MSMEs managers who are still low in Indonesia. It is suggested to develop well-structured regular training for MSMEs managers regarding bookkeeping and budgeting skills in improving the level of financial literacy and business performance simultaneously.
Introduction
It is not a debatable issue that micro, small, medium-sized enterprises (MSMEs) give a valuable contribution to the development of economic growth in every country worldwide. This contribution comes from the unique characteristic of MSMEs which are effective, efficient, flexible, and innovative entrepreneurial spirit (Nayak, 2017) . In the particular context, Bellefleur et al. (2012) on behalf of USAID stated that Indonesia has an excellent portfolio of MSMEs. The number of MSMEs is 99% of all firms in Indonesia. MSMEs also employ over 99 million people or over 97% of total employment in Indonesia. Also, MSMEs contribute 57% of the Indonesian gross domestic product (GDP). It shows that MSMEs is a critical economic sector that became the foundation of the Indonesian government in triggering national economic growth.
In response to the phenomena, enhancing the business performance improvement of MSMEs in Indonesia is a strategic action for the Indonesian government. In other words, the more significant the business performance improvement of the MSMEs is, the better the economic growth of a country. Indeed, if the Indonesian government enables to support the improvement of MSMEs, they will continue to enhance the Indonesian economic growth by creating more new employment, producing more various creative products and services, increasing more export quality products, and generating more innovation and entrepreneurship skills (Lusimbo and Muturi, 2016) .
However, improving the business performance of MSMEs is not easy work. Unlike larger companies, there are so many challenges faced by MSMEs in improving their performance such as highly competitive business environment, high rate of business failure, insufficient managerial skills, and lack of financial access (Teima et al., 2010; Arasti, 2011; Fatoki, 2014a; Mutegi et al., 2015; Lusimbo and Muturi, 2016) . Indeed, limited capital and lack of access to financial service institution are common issues addressed to the MSMEs. In another hand, gaining access to financial service is a pivotal element for MSMEs to increase their performance. Financial access can help a start-up firm and expand their business through the development of new products and production process, and investment in human capital (Teima et al., 2010) .
One of the leading causes of the problem is the financial literacy level of MSMEs perpetrators who are low. In Indonesian context, based on The Indonesian National Financial Literacy Survey (SNLKI) conducted by OJK (Financial Services Authority) in 2013 stated that the financial literacy level of MSMEs perpetrators reached 15.7% while the financial inclusion level of MSMEs perpetrators was only 53.3% and the amount was lower than the national average of 21.8%. In short, this indicates low financial literacy and weak understanding of financial management of MSMEs in Indonesia. Therefore, it is necessary to handle the problems of financial literacy and financial management of MSMEs to support the performance improvement of MSMEs in Indonesia.
As the importance of financial literacy towards business performances improvement of MSMEs, some researchers (Mutegi et al., 2015; Lusimbo and Muturi, 2016; Chepngetich, 2016) had conducted studies related to financial literacy and its influences towards performances improvement of MSMEs in Kenya context. In detail, Mutegi et al. (2015) evaluated financial literacy program developed by Kenya government covering bookkeeping literacy, credit management literacy and budgeting literacy that influenced loan repayment of small, medium-sized enterprises (SMEs) in Ngara, Nairobi County. In the research, performance improvement of MSMEs is associated with the ability of loan repayment. Meanwhile, Lusimbo and Muturi (2016) specifically examined the relationship of financial literacy which covers debt management literacy and record keeping literacy towards the growth of small enterprise in Kakamega Central Sub County, Kenya. In the particular study, the performance of small enterprises is measured by the growth in the value of assets owned by the small enterprises. Then, Chepngetich (2016) evaluated the relationship of financial literacy and performance of small and medium-sized enterprises in Uasin Gishu County of Kenya. In the research, financial literacy covers borrowing literacy and budgeting literacy as a predictor of firm performances associated with sales growth and profit growth simultaneously.
Based on the previous studies, there are several amounts of literature on the influence of financial literacy towards performance improvement in Kenya. Nonetheless, there are currently very few published studies on the financial literacy which consist of bookkeeping literacy; debt literacy; and budgeting literacy towards MSMEs performance improvement in Indonesia context. Unlike research was done by Chepngetich (2016) which sales growth and profit growth simultaneously used as indicators of performance improvement, the significance objective of the research will examine the influence of financial literacy toward performance improvement of MSMEs in Indonesia both partially and simultaneously in which sales growth and profit growth as dimensions of business performance improvement.
This study is critical to know which dimensions of financial literacy that significantly improve sales growth and profit growth partially and which dimensions of financial literacy that significantly improve sales growth and profit growth simultaneously as business performance of MSMEs. These two dimensions of business performance improvement of MSMEs are essential to be studied further because the dimensions are interrelated. In the new stream of marketing concept that focused on customer orientation, market share and sales growth may directly contribute to a significant increase in the overall profitability (Venkatraman and Prescott, 1990) . In other words, sales growth will potentially lead to MSMEs in gaining profit growth. Then, the growth of sales and profit of MSMEs simultaneously can be identified as business performance improvement dimensions. At this point, by having a sustainable business performance improvement, MSMEs will increase significantly contribute to the economic development of a nation in the future. Therefore, the results of the research are expected to give a practical recommendation to the Indonesian government in formulating a strategy to enhance business performances improvement of MSMEs by using an appropriate dimension of financial literacy approach.
Literature review

Business performance of MSMEs
Performance improvement becomes a primary goal of every single business. It reflects the quality of business in which how the business managers or owners running the business process. In strategic management concept, all specific proper planning formulated by its business management is directed to get a good business performance improvement at the end. Venkatraman and Ramanujam (1986) stated that there are three concepts of company performance. The first one is a broader domain which covers organisational effectiveness. The second one is a medium domain which is business performance domain. It includes financial and operational performance. The third one is a narrower domain which is financial performance. In short, this research will limit the discussion of performance improvement in the medium domain which covers financial and operational performance.
Specifically, Wang (2008) stated that performance reflects the company success in achieving its objectives and objective and perceptions can measure it. Avlonitis and Salavou (2007) stated that there are two categories of performance improvement that can be measured by perception namely financial performance and marketing performance perception. Gunday et al. (2011) elaborated that financial performance perception can be measured by the manager's perception of the companies' performance. While, marketing performance perception is dealing with the company's sales growth, customer retention, customer loyalty, and market share growth to its competitor (Babajide, 2012) .
To be specific, this research will try to measure a financial performance which dealing with profit growth. This chosen indicator has already considered that the ability of MSMEs managers to evaluate other financial performances indicators such as return on assets (ROA) and return on investment (ROI) is limited. In another hand, profit growth will be evaluated by the perception of the MSMEs managers or owners. Then, regarding marketing performance measurement, the researchers will focus on the sales growth of the MSMEs. It is a simple aspect that most MSMEs managers or owners have a perception of their sales growth. Wood and Sangster (2005) explained that bookkeeping is the process of recording data relating to accounting transactions in the accounting books. Then, bookkeeping ability is an essential skill that should be acquired by perpetrators of MSMEs as a leader to improve their performance in doing business continuously. Moreover, every enterprise should merely record their daily transactions which are importantly used by managers as guides to routine action, taking of decisions, formulation of general rules and maintaining relationships with other organisations or individuals (Wood and Horner, 2010) .
Bookkeeping literacy
However, Fatoki (2014b) stated that most of the micro enterprises do not keep books of accounts that make them easy to extract useful accounting information due to lack of accounting knowledge. Moreover, G20 Seoul Summit in 2010 revealed that low levels of financial literacy particularly bookkeeping skills have contributed to lost opportunities for a more significant number of small-medium enterprise worldwide (Teima et al., 2010) . In another hand, Ezejiofor et al. (2014) found that SMEs in Nigeria that enable to apply bookkeeping activity were able to measure the performance of their business accurately. Additionally, perpetrators of SMEs in Kenya who trained financial literacy especially related to bookkeeping skill enable to enhance their capacities (Mutegi et al., 2015) . Moreover, (Lusimbo and Muturi, 2016) revealed that most managers of SMEs in Kenya have low bookkeeping literacy and those managers with low financial literacy have recorded minimal or even no growth. Hence, the following hypotheses are proposed.
H1a
Bookkeeping literacy significantly becomes a predictor of sales growth of MSMEs in East Java.
H1b Bookkeeping literacy significantly becomes a predictor of profit growth of MSMEs in East Java.
H1c Bookkeeping literacy significantly becomes a predictor of business performance of MSMEs in East Java.
Debt literacy
Governor of Indonesia Central Bank, Agus Martowardjojo, exposed that low financial literacy is one of the problems in running MSMEs business because not only limited in financial management and resources but also lack access to financial services (Indonesia, 2009) . In fact, banks find problems in dealing with MSMEs due to lack of transparency and reliability of data, lack of financial discipline and inability to provide sound financial track record (Nayak, 2017) . Unfortunately, accessing financing from financial institutions like banks has been identified as a critical element for small and medium enterprises to succeed in their drive to build productive capacity, to compete, to create jobs and to contribute to poverty alleviation in developing countries (Mutegi et al., 2015) . Then, Ngugi and Kerongo (2014) found that microfinancing has positive effects on the growth of SMEs in Mombasa County of Kenya. Majority of the owners indicated that microfinancing had enabled them to expand the business, build their business assets. Also, Chepngetich (2016) found that debt literacy has a significant effect on SME performance. Lastly, medium-small enterprises will find success if the business is run by entrepreneurs who have financial literacy and understand fundamental financial concepts that include debt management, interest rates and bookkeeping (Lusimbo and Muturi, 2016) . In response to the various challenges faced by MSMEs and the central role of managers, who are most of them as the owners of the business, debt literacy is priority aspect to be acquired by perpetrators of MSMEs. Chepngetich (2016) stated that debt literacy covers the ability of managers of MSMEs on calculating the interest rates of funds advanced to the business by lenders and how they calculate and manage their profit to repay their loan. For this reason, the following hypotheses are proposed.
H2a Debt literacy significantly becomes a predictor of sales growth of MSMEs in East
Java.
H2b Debt literacy significantly becomes a predictor of profit growth of MSMEs in East Java.
H2c Debt literacy significantly becomes a predictor of business performance of MSMEs in East Java. Joshi et al. (2003) conducted research dealing with financial literacy focusing on budgeting planning and control, budget participation and rewards, and performance evaluation for 54 medium and large sized companies in Bahrain. The result of the study revealed that the size of the company requires the comprehensive budgeting process done by the company. Then, large companies tend to carry a detailed budget process and achieve better performance. Therefore, the size and complexity of the company and its operations generally affect the nature of the budget process that should be adopted and ultimately affect the performance of the company (Chepngetich, 2016) . Then, in the context of budgeting issue on MSMEs, Chepngetich (2016) researched by examining the effect of financial literacy and performance small medium enterprises in Kenya. The result of the study revealed that budgeting financial literacy has a significant effect on SME performance. Also, Mutegi et al. (2015) clarified that there is a positive relationship effect between budgeting and financial statement analysis skills which in turn improve loan repayment performance by SMEs. Therefore, the following hypotheses are proposed.
Budgeting literacy
H3a Budgeting literacy significantly becomes a predictor of sales growth of MSMEs in East Java.
H3b Budgeting literacy significantly becomes a predictor of profit growth of MSMEs in East Java.
H3c Budgeting literacy significantly becomes a predictor of business performance growth of MSMEs in East Java.
Control variables
We included three control variables such as experience, education, and gender to know whether those control variables enables to strengthen or weaken the influence of financial literacy towards performance improvement of MSMEs. Chowdhury et al. (2013) have suggested that experience and education are important factors that affect the success of entrepreneurs. Then, Han et al. (2017) argued that education has positive effects on performance in the business management of SMEs. Furthermore, Lusardi and Mitchell (2014) stated that women are less likely to answer financial literacy questions correctly than men. Therefore, there are differences in gender in understanding financial literacy. 
Variable, dimension, indicator and measuring
Variables in this research consist of the dependent variable (performance of MSMEs) and financial literacy as the independent variable. The dimensions of business performance of MSMEs are sales growth, profit growth, and business performance that consist of sales and profit growth simultaneously. Then, the financial literacy covers three-dimensional aspects namely bookkeeping literacy, debt literacy, and budgeting literacy. There were some steps in formulating the research instrument. Firstly, we conducted a literature review of the previous studies related to financial literacy and performance improvement of MSMEs such as Mutegi et al. (2015) , Lusimbo and Muturi (2016) and Chepngetich (2016) . Secondly, the researchers evaluated all indicators of the previous research instruments and modified by the Indonesian context. Thirdly, we conducted a pilot test in Surabaya to examine the reliability and validity of the modified instrument. The pilot study conducted in Surabaya with the consideration that Surabaya as the capital of East Java province so it is expected to represent the characteristics of the population. In the pilot test, we distributed 103 questionnaires, and only 95 complete questionnaires returned. The reliability was measured using Cronbach's alpha which gave an overall standardised alpha value of α = 0.778 for all 25 items in the instrument. The reliability test result was above the minimum suggested by Hair et al. (2010) of 0.6. Next, the validity of the research instrument was measured using Pearson correlation which gave a significant value less than 0.05 for all indicator of every variable. Finally, all indicators of the instrument used to examine the conceptual framework of the research are presented in Table 1 . Table 1 Variable, dimension and indicator
Variable Dimension Indicator/item Reference
Ability to prepare financial statements.
Profit counting ability.
Knowledge of managing cash.
Accurate cash management.
Cash management improves business.
Cash management increases competitive advantage.
Payroll management improves efficiency.
Book keeping literacy
Cash management increases debt opportunities. Mutegi et al. (2015) and Lusimbo and Muturi (2016) Ability to calculate debt interest.
Ability to pay instalments.
Consultation with a financial expert before the debt.
Take into account the risks before the debt.
Compare the terms and conditions of debt.
Instalment payments on time.
Debt ability makes business more accessible.
The amount of debt affects the business.
Debt literacy
Ability to calculate total debt. Mutegi et al. (2015) , Lusimbo and Muturi (2016) and Chepngetich (2016) Specific employees to handle the budget.
Periodic budget preparation.
Employee involvement in budgeting.
Budgeting based on past performance.
Financial literacy Budgeting literacy
Evaluate the budget at the end of each period. Chepngetich (2016) Technically, the respondents were asked to answer 'Yes' or 'No' for every item of the research instrument. This approach has been applied because the respondents of this research are the MSMEs managers who are mostly high school educated. Then, literacy score is measured by using ratio scale as follows:
Total of 'Yes' Answers Literacy Score
Total of Questions = Meanwhile, the business performance variable was measured by applying a nominal scale. The answers 'Yes' was given a score one (1) meaning that there are growth and the answers 'No' was given a score zero (0) meaning that there is no growth.
Population, sampling, procedure, and analysis techniques
The population of the research was owners of MSMEs in East Java Province, Indonesia. Based on the data derived from an official website of Department of Cooperative and MSME, East Java Province (http://diskopukm.jatimprov.go.id) the total of MSMEs in East Java Province is about 6.825.931. Then, the researchers used Slovin formula with an error rate of 5% to calculate the minimum number of samples. According to the calculation above, the minimum number of samples that the researcher needed is 400 respondents. Data of this research is primary data that is data collected by the researcher directly form respondent. Data collection is done by survey method, which is by distributing questionnaires containing statements from each of the variables studied. Distribution of questionnaires was held in several cities around East Java Province such as Surabaya, Sidoarjo, Gresik, Madura, Mojokerto, Bojonegoro, Lamongan, and Tulungagung. Those cities represent each residency in East Java. Furthermore, the selection of MSMEs in each city is made by using purposive sampling; MSMEs should have been operating for more than one year, and the number of workers owned by MSMEs is less than one hundred people.
In analysing the data, the researchers employed a descriptive and inferential statistic which is called logistic regression. Descriptive statistic was used to describe the respondent profile, financial literacy and business performance of MSMEs. Meanwhile, Logistic regression was used to test the hypothesis that has been formulated previously. This technique was used for the consideration of dependent and predictor variable was nominal scale. Also, we also provided a brief analysis of three control variables that are commonly recognised in the business literature related to financial literacy and performance of company such as gender, education, and experience. Finally, the models to be tested are: 
Results and findings
The distribution of questionnaires for larger samples was distributed as many as 500 questionnaires over three months. However, until the deadline of the specified time, only 415 questionnaires returned, and the response rate was 82%. Then, of the 415 questionnaires collected, only 96% or 399 complete questionnaires are ready to be processed and analysed. In short, the collected questionnaire is more than the recommended minimum amount of 50%-70% (Mugenda, 1999) .
Profile of respondent
The unit of analysis in this research is MSMEs located in East Java, Indonesia. Respondents in this research are MSMEs managers or owners. The full profiles of the respondents are presented in Table 2 . The majority of MSMEs managers are male, with a high school education, and there is only 1% of MSMEs is in postgraduate level. Most MSMEs are in the manufacturing sector with 45.6% followed by trade and services with 41.7% and 12.8% respectively. Around 76.4% of MSME employ 1-4 workers. It indicates that the majority of respondents are categorised as micro business. Most of MSMEs has run the business for less than five years. However, around 28.8% of MSME has been running their business for more than ten years. Table 3 .
Descriptive statistic
Based on Table 4 , it can be observed that bookkeeping literacy value in a growth group is higher compared to a group with no growth (77.48 > 61.58). It means that if bookkeeping literacy value is high, MSMEs will able to improve their performance. The highest bookkeeping literacy value is in the profit counting ability and payroll management indicator. In short, these two factors are the most dominant in causing an increase in MSMEs performance. Table 5 shows that debt literacy value in growth group is higher compared to a group with no growth (74.48 > 63.98), meaning that high debt literacy will encourage MSMEs to improve the performance. Although there are differences in the value of debt literacy between growth and no growth but the differences are not too high. The highest score in the debt literacy variable is the ability to pay instalments and instalment payment on time.
In short, MSMEs assume that the ability to repay the loan promptly is a factor that can support the improvement of sales performance, profit performance and business performance. Then, budgeting literacy value in a growth group is still higher compared to a group with no growth (50.03 > 35.45), meaning that high budgeting literacy will support MSMEs in improving their performance. The highest score in the budgeting literacy variable is related to budgeting evaluation activity. It means that MSMEs assume that budgeting evaluation is an important aspect that influences their performance. Based on descriptive statistic afore-presented above, it can be observed that the average total value of bookkeeping literacy variable for MSMEs is adequate, which is equal to 74.48%, higher than other variables. It shows that bookkeeping literacy is essential to improve the performance of MSMEs. These findings indicate that most MSMEs have realised that transaction recording needs to be implemented to support performance.
Logistic regression
The logistic regression was applied to evaluate whether financial literacy which consists of bookkeeping literacy; debt literacy; and budgeting literacy can predict MSMEs sales growth, profit growth and business performance. Explanation of logistic regression results for three models is elaborated as follows.
Model 1: financial literacy as a predictor of sales growth
The test result of model 1 in Table 7 shows that financial literacy can predict sales growth. The value of sig. Hosmer and Lemeshow test is about 0.690 that is more than 0.05 and is supported by impairment of 2loglikelihood from block 0 (537.644) to block 1 (513.174). Furthermore, it can be explained that the three dimensions of financial literacy that can be used as a predictor of sales growth is only bookkeeping literacy. The significant value of the Wald test is about 0.004, which is less than 0.05, while debt literacy and budgeting literacy are not significant. The contribution of the model in predicting sales growth is approximately 81%. Then, the predictive power of model 1 is about 57.8% which means that the prediction model accuracy is good enough. 
Model 2: financial literacy as a predictor of profit growth
Then, the result of model 2 in Table 8 shows that financial literacy can predict profit growth. The value of Hosmer and Lemeshow test is about 0.174 that is more than 0.05 and is supported by impairment of 2loglikelihood from block 0 (544.384) to block 1 (506.034). Also, it can be explained that among three aspects of financial literacy that can be used as predictors of profit growth is bookkeeping literacy (sign Wald = 000***) while debt literacy and budgeting literacy are not significant. In that case, the contribution of financial literacy to predict profit growth is approximately 12.4%. The second model's predictive power is about 64.9% which means that the accuracy of the prediction model is statistically good enough. 
Model 3: financial literacy as a predictor of business performance
Finally, the result of Model 3 in Table 9 shows that financial literacy is significantly able to predict business performance. It is indicated by the value of Hosmer and Lemeshow test is about 0.897 which is more than 0.05 and is supported by impairment of 2loglikelihood from block 0 (418.013) to block 1 (386.924). Moreover, it can be explained that the three dimensions of financial literacy that can be used as a predictor of business performance are bookkeeping literacy and budgeting literacy (sign Wald is less than 0.05), while debt literacy is not significant. Next, financial literacy contribution in predicting business performance is approximately 11.6%. Also, the prediction power of Model 3 is about 77.4% which means that the prediction model accuracy is statistically good. In short, based on the analysis results of these models can be concluded that the hypothesis H1a, H1b, H1c, H3c are empirically proven while hypothesis H2a, H2b, H2c and H3a, H3b are not proven. Table 7 -9 shows that the control variables such as education, gender, and experience have no significant effect in influencing the relationship between financial literacy and performance improvement of MSMEs.
Results of the control variables
Discussion
The purpose of this study is to examine the relationship between financial literacy and the performance improvement of MSMEs that consist of sales growth, profit growth and business performance. Meanwhile, financial literacy covers three dimensions including bookkeeping literacy, debt literacy and budgeting literacy, with gender, education and experience as a control variable. The result of statistical measurement stated that financial literacy could significantly predict MSMEs business performance. The results of the analysis and findings from this study are discussed as follows. Firstly, bookkeeping literacy is a significant predictor in predicting the MSMEs performance related to sales growth and profit growth. The findings support previous research conducted by Mutegi et al. (2015) and Lusimbo and Muturi (2016) . It is an answer to overcome one of the obstacles faced by MSMEs in gaining financial access from a financial institution such as a bank. MSMEs that are able in preparing financial statements and manage cash carefully then indirectly will increase sales growth. The ability in managing cash will provide an opportunity for MSMEs to obtain external funding from a financial institution. The additional funding source will be utilised to increase the business scale so that they can increase their sales turnover. Furthermore, with the ability in calculating the profit, managing an efficient payroll system, and employing careful cash management will improve business and competitiveness of MSMEs. Then, it will impact on the profit growth of the MSMEs from year to year.
Secondly, debt literacy is not a significant predictor either for predicting sales growth, profit growth or improving overall business performance. In other words, the ability of MSMEs in managing debt does not affect the growth of sales, profit and business performance as a whole. The result of the descriptive analysis shows that the average difference in debt literacy between the performances of MSMEs is increasing and not only equal to 8.43%. It means that the debt literacy of MSMEs that business performance increased not better than the debt literacy of MSMEs that business performance does not increase. The finding revealed that some of the MSMEs in this study did not use funding derived from a financial institution. Most MSMEs in East Java use bootstrap financing as an alternative method for obtaining debt sources from external companies (Efrata and Herdinata, 2012) such as borrowing funds from their relatives or business partner. Some of the advantages of the bootstrap financing method are the absence of interest expense, reduced interference, flexible payback period, minimum requirements, and no loan guarantees. The disadvantage of the bootstrap financing method is the time it takes to get a capital loan. The second possibility of debt literacy does not have an impact on the growth of sales or profit is not the bankable MSMEs in East Java which resulted in them reluctant to get funds from the financial institution. It is due to the assumption that funding from banks requires security and administrative requirements that are perceived as the complicated procedure. These findings do not support previous research conducted by Chepngetich (2016) which stated that borrowing financial literacy has a significant effect on SME performance.
Thirdly, budgeting literacy statistically is not a significant predictor of MSMEs performance related to sales and profit growth. However, budgeting literacy is a significant predictor to predict the business performance of MSMEs. It can be explained that budgeting literacy does not impact on sales growth as marketing performance or profit growth as financial performance partially, but more on overall business performance. Based on the descriptive analysis, there is a considerable difference in the average budgeting literacy between the MSMEs business performance that is increased and which is not, that is 14.58%. The highest difference lies in the indicator of budgeting based on the previous year's performance of 19.77%. This finding shows that the importance of the previous year's performance for MSMEs in preparing the next budget. Based on the previous business performance, MSMEs managers can estimate how much they can sell, how much they have to pay, how much their production cost and other administrative and sales costs that can ultimately estimate the benefits to be earned in the coming period. These findings support previous research conducted by Chepngetich (2016) which stated that budgeting literacy has a significant effect on MSME performance. Based on the descriptive analysis, more than a half of MSMEs have prepared and evaluated the budget periodically. It can help MSMEs to control and predict the sales and profit growth of the business. In line with the result, Chidi and Shadare (2011) found that disability to understand the budgeting process can be disadvantages to the MSMEs performance. In short, it is a fact that budgeting enhances MSMEs performance. These results augment prior findings. Another fact budgeting literacy revealed that the MSMEs have no employees with budget expertise. Moreover, the employees do not practically involve in the budgeting process.
Finally, control variables that have been tested in this study which consist of gender, education, and experience have been proven that it does not strengthen or weaken the influence of financial literacy in predicting the performance of MSMEs. In another word, financial literacy can directly predict the performance of MSMEs without any distortion from gender, education, and experience from MSMEs managers.
Conclusions
The results of the research reveal that bookkeeping literacy becomes the most significant predictor of sales and profit growth of MSMEs. While only bookkeeping and budgeting literacy that has been proven as the best dimension of financial literacy that can predict the overall business performance of MSMEs simultaneously. Also, control variables namely gender, education, and experience do not give any significant role in the relationship between financial literacy and performance improvement of MSMEs.
Implication
Theoretically, the results of this study promoted bookkeeping literacy and budgeting literacy have statistically proven as predictors of MSMEs performance dealing with sales growth, profit growth and business performance in Indonesia context. Therefore, increasing the level of financial literacy for MSMEs managers related to bookkeeping skills and budgeting skills of MSMEs managers simultaneously can enhance the business performance of MSMEs. Practically, the results of this study can be used as a reference for increasing the level of financial literacy for MSMEs managers who are still low in Indonesia. It is essential to develop well-structured regular training for MSMEs managers regarding bookkeeping and budgeting skills to improve their level of financial literacy.
Limitation and future research
The findings explain the significance of financial literacy that consists of bookkeeping literacy and budgeting literacy towards MSMEs performances. Those two financial literacy dimensions can statistically be a significant predictor of MSMEs performance. However, the prediction power of financial literacy to sales growth is still low, 57.8%. Consequently, for the future research should add another variable that can improve prediction power to sales growth such as extended marketing mix element. We compare the terms and conditions of some financial institution before we debt.
Appendix (continued)
Kami selalu membayar angsuran tepat waktu.
We always pay the instalments on time.
Kemampuan kami dalam mengelola hutang dapat memberikan kemudahan dalam mendapatkan sumber pendanaan untuk menjalankan usaha.
Our ability to manage debt can provide an easy way to get the source of funding to run the business.
Besarnya hutang akan berdampak pada usaha kami.
The amount of debt will have an impact on our business.
Kami mampu menghitung dengan cermat total hutang pada usaha kami.
Debt literacy
We can calculate the total debt on our business.
Kami memiliki karyawan yang khusus menangani anggaran.
We have employees who specialise in budgeting.
Kami selalu menyiapkan anggaran secara berkala.
We always set up a budget on a regular basis.
Kami melibatkan karyawan dalam proses penyusunan anggaran.
We involve employees in the budgeting process.
Kami membuat anggaran berdasarkan kinerja tahun sebelumnya.
We created a budget based on the previous year's performance.
Kami selalu melakukan evaluasi anggaran pada setiap akhir periode.
Financial literacy Budgeting literacy
We always do a budget evaluation at the end of each period.
Peningkatan penjualan usaha sesuai dengan perkiraan.
The increasing of sales is by our estimation.
Peningkatan penjualan usaha lebih tinggi dibandingkan pesaing.
Sales growth
The increasing of sales is higher than the competitors.
Peningkatan laba usaha sesuai dengan perkiraan.
The increasing of profit is in our estimation.
Peningkatan laba usaha lebih tinggi dibandingkan pesaing.
Business performance of MSMEs
Profit growth
